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REF: (A) CARACAS 012447, (B) CARACAS 012984 

1. C - ENTIRE TEXT. 

2. SUMMARY. IN A MEETING WITH ECONO FF. THE MINISTRY OF 
I I MAINTAINED THAT THE 
ATTEMPTED COUP HAS SHUT OFF VENEZUELAN ACCESS TO EXTERNAL 
CAPITAL MARKETS AND, CONSEQUENTLY, COULD CAUSE A VERY 
DIFFICULT CASH MANAGEMENT PROBLEM FOR THE GOV BEFORE 
UNITED STATES DEPARTMENT OF STATE 

REVIEW AUTHORITY: OSCAR J OLSON 
CLASSIFICATION: CONFIDENTIAL REASON: 1.4(D) 
DECLASSIFY AFTER: 16 DEC 2017 
DATE/CASE ID: 08 AUG 2006 200503206 



UNCLASSIFIED 



UNCLASSIFIED 



YEAR-END. GOV OFFICIALS, HOWEVER, ARE HOPEFUL THE WORLD 
BANK AND INTER- AMERICAN DEVELOPMENT BANK WILL DISBURSE 
ABOUT USD 300 MILLION UNDER EXISTING LOANS TO EASE THE 
SHORTFALL. CURRENTLY, TREASURY BILL SALES ARE NOT A 
VIABLE SHORT-TERM FINANCING OPTION BECAUSE EXISTING 
LEGISLATION RESTRICTS THE TERM TO TWO YEARS (AND NO LESS) , 
AND THE MARKET WILL NOT ACCEPT TWO-YEAR PAPER. (NEW 
LEGISLATION WHICH ENTERS INTO FORCE IN 1993 WILL INCREASE 
GOV FLEXIBILITY ON THE TERMS . ) THE OFFICIAL ESTIMATES THE 
1992 CONSOLIDATED FISCAL DEFICIT AT THE EQUIVALENT OF 
ABOUT FIVE PERCENT OF GDP. HE ARGUED THAT THE ATTEMPTED 
COUP HAS IMPROVED THE PROSPECTS FOR CONGRESSIONAL PASSAGE 
OF NEW TAXES. END SUMMARY. 



3. EARLIER IN DECEMBER, ECONOFF MET WITH 



IN ORDER TO DISCUSS THE IMPACT OF THE NOVEMBER2 7 



ATTEMPTED COUP ON THE VENEZUELAN ECONOMY. \ 
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THE ATTEMPTED COUP 



4. 1 I THE CONVERSATION WITH SOME POSITIVE 

COMMENTS ABOUT THE ATTEMPTED COUP'S IMPLICATIONS FOR 
VENEZUELA. THE FAILURE OF THE NOVEMBER27 COUP ATTEMPT 
"TOOK THE WIND OUT OF THE SAILS" OF THOSE WHO OPPOSED 
PRESIDENT PEREZ AND WANTED TO REMOVE HIM FROM OFFICE 
BEFORE COMPLETION OF HIS TERM. HE MAINTAINED THAT ITS 
FAILURE WOULD STOP THE "INFLUENTIAL BUSINESS INTERESTS" 
ENGAGED IN COUP PLOTTING FROM SEEKING TO UNDERMINE CAP'S 
ADMINISTRATION. HE POINTED OUT THAT THE GENERAL PUBLIC 
DID NOT SUPPORT THE ATTEMPTED COUP AND THAT IT PROBABLY 
ENSURED THAT PRESIDENT PEREZ WOULD COMPLETE HIS TERM. 

5. THE OFFICIAL WAS DISAPPOINTED WITH THE INTERNATIONAL 
PRESS COVE RAGE OF THE ATTEMPTE D COUP AND THE ECONOMIC 
SITUATION. | ~~| THE PRESS DID NOT FULLY 

APPRECIATE AND, THEREFORE, DID NOT REPORT THE MIDDLE 
CLASS' COMPLETE REJECTIO N OF THE EXTRA- C ONSTITUTIONAL 
OUSTER OF CAP. MOREOVER ) I WHEN IT FOCUSES 

ON THE CORRUPTION ISSUE, THE PRESS GIVES THE IMPRESSION 
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THAT CORRUPTION IS PERVASIVE IN VENEZUELA. HE STRESSED 
THAT ALL EXAMPLES RAISED BY THE PRESS TOOK PLACE IN THE 
PAST, AND THE PRESS DOES NOT RECOGNIZE THE CHANGES WHICH 
HAVE TAKEN PLACE UNDER THE ECONOMIC REFORM PROGRAM TO 
ESTABLISH A TRANSPARENT , MARKET-ORIENTED SYSTEM WHICH 
LIMITS THE DISCRETIONARY ROLE OF GOV AUTHORITIES. 

PROBLEMS REMAIN; HOWEVER I I CONVINCED THAT, BY B1 

AND LARGE, THE CURRENT ECONOMIC TEAM IS HONEST. TIME HAVE 
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CHANGED, HE ARGUED, AND TH E PRESS IS NOT REFLECTING THES E 

CHANGES IN ITS REPORTING. \ 



6. ON THE ECONOMIC SIDE, THE OFFICIAL SAID, THE COUP 
ATTEMPT'S BENEFICIAL CONTRIBUTION WAS TO MAKE THE CONGRESS 
MORE CONSCIENTIOUS. IN THIS REGARD, HE POINTED TO 
CONGRESSIONAL PASSAGE OF THE 1993 BUDGET BILL AND THE 
CENTRAL BANK REFORM BI LL ON NOVEMBER3 0 , THE LAST DAY OF 

THE SESSION. MOREOVER l | MINISTRY OF FINANCE Bl 

OFFICIALS BELIEVE THE COUP ATTEMPT HAS IMPROVED THE 
PROSPECTS FOR CONGRESSIONAL PASSAGE OF THE TAX BILLS (A 
PROPOSED VALUE-ADDED TAX AND AN ASSETS TAX) DURING THE 
CONGRESS' EXTRAORDINARY SESSION IN JANUARY. 



CONFIDENTIAL 



NNNN 

CONFIDENTIAL 

PAGE 01 CARACA 13139 02 OF 03 172123Z 
ACTION ARA-01 

INFO LOG-00 ACDA-17 AID-01 A-01 CA-02 CCO-00 CEA-01 

CIAE-00 CTME-00 C-01 OASY-00 DODE-00 DS-00 EB-01 



UNCLASSIFIED 



UNCLASSIFIED 

EXIM-06 E-01 FBO-Ol FRB-03 HA- 09 H-01 IMMC-01 

INRE-00 INR-01 ITC-01 JUSE-00 LAB-04 L-03 ADS-00 

M-01 NSAE-00 NSCE-00 OCS-06 OMB-01 OPIC-08 OPR-01 

PA-01 PM-02 PRS-01 SCT-03 SNP-00 SP-00 SR-00 

SSC-01 SSO-00 SS-00 STR-17 USIE-00 USSS-00 ASDS-01 
RPE-00 /099W 



-879463 172324Z /38 



R 1721192 DEC 92 
FM AMEMBASSY CARACAS 
TO SECSTATE WASHDC 6284 
DEPTTREAS WASHDC 
USDOC WASHDC 



CONFIDENTIAL SECTION 02 OF 03 CARACAS 13139 



TREASURY FOR ALISON S HELTON 

USDOC FOR 3134/USFCS/OIO/D/WH/RTAFT 
4331/IEP/WH/OSA/ZIEGER 

DEPT PASS FEDERAL RESERVE BOARD-TIM WILSON, NY FED-ELLIOTT 
UCHITELLE 

E.O. 12356: DECL : OADR 
TAGS: EFIN, ECON, VE 

SUBJECT: GOV OFFICIAL ON POST-COUP ATTEMPT OUTLOOK 

CONFIDENTIAL 



CONFIDENTIAL 
PAGE 02 CARACA 13139 02 OF 03 172123Z 

GOV DEFICIT FINANCING 



7. IN TERMS OF THE OVERALL MACROECONOMIC PICTURE , | | Bl 

SAID, THE ATTEMPTED COUP'S MAIN IMPACT WAS TO CLOSE 

VENEZUELA'S ACCESS TO INTERNATIONAL CAPITAL MARKETS. 

CONSEQUENTLY, THE REPUBLIC HAS POSTPONED ITS PLANNED 

EXTERNAL BORROWINGS. THE PLANNED PRIVATE PLACEMENT IN THE 

JAPANESE MARKET (OF ABOUT USD 150 MILLION) HAS BEEN 

POSTPONED INDEFINITELY. THE ANNOUNCED PLACEMENT OF USD 

150 MILLIO N OF REPUBLIC D EBT IN THE COLOMBIAN MARKET WILL 

GO FORWARD | | BUT IN LATE JANUARY AT THE Bl 

EARLIEST AND NOT DECEMBER AS PLANNED. ANY OTHER 
PLACEMENTS M UST WAIT UNTIL MID -YE AR 1993 AT THE EARLIEST. 
AT THAT POINt P~ I THE REPUBLIC MIGHT BORROW 

IN THE GERMAN MARKET, WHERE HE SENSES THERE IS STILL AN 
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APPETITE FOR REPUB LIC DEBT PAPER. THE ATTEMPTED COUP, 



HAS RAISED CONCERNS OF POLITICAL RISK SO 
THAT SPREADS COULD EASILY REACH 500-600 BASIS POINTS FOR 
VENEZUELA. 



8. CUTTING VENEZtTET. A OFF F ROM THE INTERNATIONAL CAPITAL 
MARKET I I MEANS THE GOV FACES A VERY 

DIFFICULT CASH MANAGEMENT PROBLEM. BEFORE THE ATTEMPTED 
COUP, HE SAID, THE GOV EXPECTED TO CONCLUDE FOREIGN 
BORROWINGS OF ABOUT USD 300 MILLION BEFORE YEAR-END SO 
THAT THOSE FUNDS WOULD HAVE BEEN AVAILABLE TO SEE THE GOV 
THRO UGH AN EXPECTED DECEMBER CASH CRUNCH. WITHOUT THOSE 
FUND S! I IT IS VERY IMPORTANT THAT THE GOV 

RECEIVE DISBURSEMENTS UNDER ITS WORLD BANK AND 
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INTER- AMERICAN DEVELOPMENT BANK (IDB) FINANCIAL SECTOR 

REFORM AND PUBLIC ENTERPRISE REFORM LOANS. THESE 

DISBURSEMENTS COULD TOTAL ABOUT USD 300 MILLION , [ ~ 
SAID, AND WOULD BE MADE AGAINST LOCAL FUNDS ALREADY 
EXPENDED BY THE GOV FOR THESE PROJECTS. HE DID NOT 
BELIEVE DISBURSEMENTS WOULD BE HELD UP BECAUSE OF A GOV 
FAILURE TO COMPLY WITH LOAN REQUIREMENTS, BUT HE COULD NOT 
RULE OUT A LAST MINUTE TECHNICAL PROBLEM. 

TREASURY BILLS 



9. THE GOV CAN NOT RELY ON SALE S OF TREASURY BILLS TO EASE 
ITS CASH CRUNCH i~ I (AS REPORTED IN REFS , THE 

GOV HAS EXPERIENCED GREAT DIFFICULTY IN PLACING ITS BS 90 
BILLION TREASURY BILL ISSUE.) THIS SUMMER'S BS 40 BILLION 
TREASURY NOTE ISSUE WENT VERY WELL BECAUSE THE TENOR (A 
MAXIMUM OF ABOUT 90 DAYS) WAS ACCEPTABLE, THE OFFICIAL 
EXPLAINED. THE BS 90 BILLION ISSUE IS QUITE DIFFE RENT. 
THE TENOR OF THESE BILLS IS FIXED AT TWO YEARS AND I -— 



ADMITTED , THERE IS NO APPETITE CURREN TLY FOR TWO-YEAR 
REPUBLIC PAPER. | | THE NEW PUBLIC 

CREDIT LAW (CARACAS 011821) PASSED BY CONGRESS, WHICH 
ALLOWS THE TREASURY TO ISSUE DEBT FOR PERIODS SHORTER THAN 
TWO YEARS, DOES NOT ENTER INTO FORCE UNTIL JANUARY1 , 
1993. UNTIL THEN, THE BS 90 BILLION ISSUE FALLS UNDER AN 
EARLIER CONGRESSIONAL AUTHORIZATION WHICH STIPULATES THAT 
THE TENOR CAN BE NO L ESS THAN TWO YE ARS. AFTER THE NEW 
LAW ENTERS INTO FORCE I I THE GOV WILL SELL 

TREASURY BILLS OF VARYING MATURITIES FROM 30 DAYS UP TO 
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TWO YEARS. THE GOV HAS TRIED TO IMPROVE THE TREASURY'S 
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REPUTATION AS A RELIABLE BORROWER; ALL PAYMENTS OF THE BS 
40 BILLION ISSUE WERE MADE ON TIME. 

ECONOMIC PERFORMANCE 



10. I | THE 1992 FISCAL DEFICIT ON A 
CONSOLIDATED PUBLIC SECTOR BASIS AT THE EQUIVALENT OF 
ABOUT FIVE PERCENT OF GDP AND POSSIBLY A LITTLE LESS. HE 
WAS RELUCTANT TO PROVIDE AN ESTIMATE FOR 1993 AND 
MAINTAINED IT WOULD BE DIFFICULT TO ESTIMATE BECAUSE OF 
THE UNCERTAINTY SURROUNDING CONGRESSIONAL PASSAGE OF THE 
PROPOSED NEW TAXES AND THE PACE OF PRIVATIZATIONS IN 1993. 

11. THE OFFICIAL THOUGHT ECONOMIC PERFORMANCE WOULD 
REMAIN STRONG. HE DID BELIEVE THE ECONOMIC GROWTH RATE 
WOULD DECLINE IN 1993 AND THE DROP COULD BE SIGNIFICANT IF 
THE TAX BILLS WERE NOT PASSED BECAUSE THAT WOULD MAKE THE 
CLIMATE LESS ATTRACTIVE FOR INVESTORS. 

12. 1 I CRITICIZED THE GOV FOR ITS DECISION TO 

SUPPORT THE BOLIVAR WHEN MARKETS REOPENED ON NOVEMBER30 . 
IN INTER-AGENCY ME ETINGS OF SENIOR ECONOMIC OFFICIALS, 

1 ARGUED UNSUCCESSFULLY NOT TO TRY AND 
HOLD THE BOLIVAR AGAINST THE U.S. DOLLAR. IN HIS VIEW, 
THE MARKET SHOULD HAVE OPENED AT SOME LOWER VALUE OF THE 
BOLIVAR (PERHAPS BS 82 TO THE U.S. DOLLAR) . THE CENTRAL 
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BANK SHOULD NOT HAVE "BURNT RESERVE S" TO HOLD THE VALUE OF 
THE BOLIVAR AGAINST MARKET FORCES. f~~ " 



Bl 



GOV ROADSHOW AND PUBLIC RELATIONS 



Jit was unlikely that gov officials bi 



13. 

WOULD VISIT THE UNITED STATES AND EUROPE TO REASSURE THE 
MARKETS ANY TIME SOON. THE EARLIEST WOULD BE JANUARY. 
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THE GOV HAS NOT YET REVISED ITS NUMBERS ON THE ATTEMPTED 
COUP'S IMPLICATIONS FOR THE ECONOMY . 



14. r 



Bl 



HE 



ADMITTED THAT THE MINISTRY HAS IGNORED ITS PUBLIC 
RELATIONS ROLE, AND HE ATTRIBUTED THIS TO TH E VERY THIN 
GROUP OF TECHNOCRATS. P "I A GREAT DEAL 



MUST BE DONE TO SELL VENEZUELA AND TO PROVIDE INFORMATION 
ABOUT THE CHANGES THAT HAVE TAKEN PLACE UNDER THE ECONOMIC 
REFORM PROGRAM. HIS PRESENT POSITION WILL BE GIVEN TO 
ANOTHER TECHNOCRAT. 

COMMENT 



15. 



y,CHO WHAT WE HAVE HEARD FROM OTHER 
CONFIDENTIAL 
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Bl 
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GOV OFFICIALS AND ECONOMIC ANALYSTS. ECONOMIC PERFORMANCE 
REMAINS BUOYANT , BUT THE FISCAL SITUATION POSES A 
SIGNIFICANT THREAT TO THE ECONOMY UNLESS THE CONGRESS 
APPROVES THE PROPOSED NEW TAXES. SKOL 
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